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COMMENTS
OF THE

NATIONAL TELECOMMUNICATIONS COOPERATIVE ASSOCIATION

The National Telecommunications Cooperative Association (NTCA)1 hereby

submits its comments in response to the Commission�s request for suggestions from the

public as to what rules should be modified or repealed as part of the 2002 biennial review.

Section 11 of the Communications Act of 1934, as amended, 47 U.S.C. § 161, requires the

Commission to (1) review biennially its regulations �that apply to the operations or

activities of any provider of telecommunications service,� and (2) to �determine whether

any such regulation is no longer necessary in the public interest as the result of meaningful

economic competition between the providers of such service.�

The Commission has indicated that it will go beyond the minimal statutory

requirements and not limits its review to whether meaningful economic competition alone

                                                
1 NTCA is the premier industry association representing rural telecommunications providers.  Established in
1954 by eight rural telephone companies, today NTCA represents more than 555 rural rate-of-return
regulated incumbent local exchange carriers (ILECs).  All of its members are full service local exchange
carriers, and many members also provide wireless, cable, Internet, satellite and long distance services to their
communities.  Each member is a �rural telephone company� as defined in the Communications Act of 1934,
as amended (Act).  And all of NTCA�s members are dedicated to providing competitive modern
telecommunications services and ensuring the economic future of their rural communities.
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justifies changes.  It will instead consider any justification to modify or eliminate a rule

that would serve the public interest.

NTCA is limiting its initial comments in this proceeding to rule 1.2110 which

establishes a �controlling interest� standard for attributing to an auction applicant the gross

revenues of its investors and affiliates in determining whether the applicant qualifies as a

small business.  In its August 14, 2000 Fifth Report and Order, the Commission explained

that officers and directors of an entity, including a rural telephone company, are

considered to have a controlling interest in the entity.2  This rule forces rural telephone

companies, including those that are organized as cooperatives, to attribute the gross

revenues of the unrelated business activities of its officers and directors.  The rules thus

demonstrate a complete lack of understanding of the business and operations of a rural

telephone cooperative and are forcing the smallest of auction applicants to seek waiver of

the rule every time they seek to participate in an auction.3  The rule should be abandoned

as applied to cooperatives.

Unlike common stock companies, rural telephone cooperatives are non-profit, tax-

exempt entities owned by their subscriber-members.  There are four basic practices and

procedures that serve as guideposts for all cooperatives.  These basic procedures are

known as the �Rochdale Principles.�  First, cooperatives have open membership.  Anyone

who can use a cooperative�s services and is willing to accept the responsibilities of

membership is eligible to join.  Second, each member has one vote. Power is shared

                                                
2 Amendment to Part 1 of the Commission�s Rules � Competitive Bidding Procedures,, Order on
Reconsideration of the Third Report and Order, Fifth Report and Order, and Fourth Further Notice of
Proposed Rulemaking, WT Docket No. 97-82, FCC 00-274, n. 203 (rel. Aug. 14, 2000).
3 See NTCA�s comments supporting Rural Telecommunications Group Petition for Reconsideration, WT
Docket No. 97-82 (filed October 30, 2000).
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equally among all members, rather than concentrated in the hands of a few.  Members

elect a board of directors and, when necessary, vote on specific issues.  Individual board

members have no greater financial interest in the cooperative than any other member.

Third, the purpose of a cooperative is to provide a service to its members, not to make a

profit.  Last, there is no pro rata control based on stock ownership because members do

not own stock.  They merely receive margins above and beyond the costs required to cover

operating expenses in proportion to their patronage.  The more business a member does

with the co-op in a given year, the greater the amount of the patronage refund for that year.

Many telephone cooperative directors are leaders in their communities.  They often

serve on other non-profit boards and often operate their own successful businesses.

However, the outside business interests of the officers and directors in no way influences

or contributes to the resources of a telephone cooperative.  The directors merely operate as

trustees of the cooperative and are charged with the responsibility to ensure the future of

the co-op beyond their own terms of service.  Officers and directors do not personally

guarantee cooperative debts or leverage their outside assets to secure capital for the

cooperative.

The Commission�s current rules punish cooperatives that have boards with

community leaders who have substantial revenues from their own business activities.

Rather than vote for the best candidate to serve as trustee of the cooperative, communities

are forced to look for directors with few assets in order to not jeopardize the community�s

participation in the wireless future.  Clearly, this cannot be the result envisioned by the

Commission.
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Simply put, the outside interests of officers and directors of telephone cooperatives

are not financial resources available to the cooperatives and an individual director cannot

control the cooperative.  The gross revenues of such outside interests should not be

attributed to the cooperative.

CONCLUSION

The Commission should use the opportunity provided by its biennial review to do

away with its �controlling interest� rule of Section 1.2110 as it applies to rural telephone

cooperatives.  Officers and directors of a cooperative do not have a controlling interest in

the cooperative and their assets are not available to the cooperative.  It does not make

sense to attribute the unrelated business activities of a director or officer to the

cooperative.  The current rule unfairly restricts small and rural telephone cooperatives�

participation in spectrum auctions.

Respectfully submitted,

NATIONAL TELECOMMUNICATIONS
     COOPERATIVE ASSOCIATION

By:_/s/ L. Marie Guillory____
L. Marie Guillory
(703) 351-2021

By:   /s/ Jill Canfield________
 Jill Canfield
(703) 351-2020

Its Attorneys

4121 Wilson Boulevard, 10th Floor
Arlington, VA  22203
703 351-2000
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